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TRENDS IN ESTATE PLANNING
By HENRY S. KOSTER, Financial Analyst and Consultant

(a) Upon the death of an employee
prior to reaching retirement age.
(b) Upon total disability of an em
ployee proir to reaching retirement
age.
(c) Upon severance of employment
after long years of service.
Employee Coverage
With respect to coverage of employee
groups, it is a case of the larger the num
ber to be covered the greater the cost.
Here, a very realistic approach should be
used. For instance, 30 years in which to
fund a pension for an employee should be
adequate and not impose any great bur
den on the employer. Under this rule of
thumb, therefore, no employee should
come into the plan until he has reached
age 35, if 65 is the retirement age, and,
if the plan is to supply disbursements at
no other time. But if pension reserves are
to be disbursed at prior death, disability
or severance, it is essential that em
ployees be allowed to participate even be
fore they reach age 35.
In both cases, but especially in the lat
ter, the turn-over problem is of import
ance. It would appear a needless waste of
company funds if pension reserves were
established for what might be termed
“temporary” employees, those who leave
the company within a few years of the
commencement of their employment.
Therefore, it is ordinarily advisable that
new employees should wait three or five
years before becoming members of the
plan and participating therein. From a
tax point of view, the most that can be
done in this respect is to exclude em
ployees until they have been with the com
pany five years.
There is also the matter of whether or
not hourly wage earners, in addition to
salaried employees, should be included in
the plan. This is a matter to be deter
mined by the employees’ relations of each
individual company. From a tax point of
view, it is possible, however, to establish
a plan for salaried employees alone.
DOUBLE ESTATE TAX ON CERTAIN
LIFE INSURANCE SETTLEMENT
METHODS
Double estate taxation on life insurance
proceeds is brought about in cases where
proceeds are taxable not only in the estate

ALTERNATIVE COURSES OF
ACTION FOR PENSION DESIGN
When designing a pension system for
employees, an employer has a number of
alternative courses of action regarding the
basic coverage and scope of its plan. It is
possible to design plans that call for com
paratively large or small annual deposits
by the employer. In reality, the size of de
posits is dependant not only on the estab
lished size of the pension benefit, but also
upon multiplicity of benefits and coverage
of employee groups. It is with respect to
the latter factors that we are here con
cerned.
Scope of Benefits
If a pension plan is designed to do one
job only — pensioning those employees
who actually remain with the company
until retirement age — then deposits made
over the years can be reduced to a mini
mum. But, if the plan calls for payment
of previously created pension reserves at
the employee’s prior death, disability or
employment severance, the employer’s de
posits will obviously be larger. In the lat
ter case there can be no discounting of
company deposits to make allowance for
employees who will die prior to retire
ment age, and there can be no recaptur
ing of previous deposits — reducing the
company’s future costs—as to those em
ployees whose service is severed prior to
retirement age.
Decision in this respect cannot be dic
tated solely by the objective of maintain
ing company deposits at the lowest
possible point. Employee morale and sat
isfaction are prime requisites of any pen
sion plan. If an employee knows today
that he can receive no benefit from the
plan unless he is alive and in the employ
of his company at age 65, he will not be
greatly interested in what his company is
doing for him unless he is already close
to that age. If, however, he knows that
the plan can supply benefits to him or his
family long before old age, his active in
terest in and appreciation of the plan are
greatly increased.
Therefore, careful consideration should
be given to the inclusion or exclusion in
the plan of benefits at the following times,
in addition to disbursements at retirement
age.
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of the insured but also in the estate of the with the balance of any given estate plan.
beneficiary. Certain methods of paying Under it, funds are not available from the
insurance proceeds will eliminate this sec insurance in the event of emergencies.
ond estate tax upon the death of the bene
If the beneficiary has a limited right to
ficiary, whereas other methods will cause withdraw principal, such as a fixed
all or a portion, of the proceeds to be sub amount or percentage in any one year,
ject to double taxation. Discussed below then upon the death of the beneficiary it
are some of the usual methods of paying would appear that a portion of the pro
life insurance proceeds and the position ceeds still held by the insurance company
with respect to double estate tax. In this would be taxable in the estate of the bene
discussion we shall assume that the in ficiary. This would probably be deter
sured owns the policies and that, there mined by taking the then present value
fore, the first estate tax must be payable of her right to draw “X” dollars per year
at his death. Also, this discussion is lim for the number of years represented by
ited to the Federal estate tax.
the life expectancy of a person her age as
(1) Payable Outright in Lump Sum: — of the date of death.
If the beneficiary survives the insured by
(4) Principal and Interest Payable in
more than five years, then upon the death Installments for Life or Fixed Periods: —
of the beneficiary, such insurance pro If upon the death of the beneficiary, the
ceeds would naturally be included in the refund value of the annuity or the balance
beneficiary’s estate for tax purposes. How of the guaranteed payments certain is
ever, this second estate tax might be more paid to the estate of the beneficiary, all
serious than anticipated. If the beneficiary such sums will be taxed in her estate. If
has other assets, then the insurance pro the settlement agreement provides for the
ceeds are pyramided on top and taxed at continuance of such payments to successor
the highest tax rates applicable thereto. beneficiary and not to the estate of the
This tax treatment is necessary because a first beneficiary, it is questionable as to
plan can be adopted to remove the in what part of the refund value will be
surance proceeds from the taxable estate taxed in the estate of the first beneficiary.
of the beneficiary with a resultant saving It appears clear that if the beneficiary ex
in the beneficiary’s high estate tax ercised the option to take life annuity,
brackets.
then upon her death the amount receiv
(2) Retained by Insurance Company, at able by the successor beneficiary, dis
Interest with Full Right of Beneficiary to counted to its then present value, would
Withdraw Principal: — For estate tax be taxed in her estate. But there is no
purpose, this method of payment would clearly settled tax ruling where the in
be subject to the same taxation as the out sured selects this method of settlement
right payment of proceeds discussed im for the first beneficiary. It would seem,
mediately above. It would make no dif however, that the portion of the annuity
ference whether or not the beneficiary payable out of principal could he taxed
exercised her rights to withdraw the pro the same as in the case of a right to draw
ceeds during her lifetime. Therefore, even “X” percent of the principal each year.
if the beneficiary had not drawn the pro THE LIMITED POWER OF APPOINT
ceeds, and they passed to a successor bene
MENT — A VALUABLE
ficiary under the terms of the original
MECHANISM
settlement agreement, and not under the
As flexibility is a prime requisite of
will of the beneficiary, a second estate tax proper estate planning, the advantages of
is levied upon the death of the benefi a limited power of appointment should
ciary. (Again assuming survival by five receive careful consideration. For instance,
years.)
a husband may direct, under his will or
(3) Same Method as No. 2 But No living trust agreement the exact manner
Right to Withdraw Principal: —Here the in which his estate shall be distributed
second estate tax upon the death of the upon the death of his wife, who is given a
beneficiary would be eliminated entirely. life interest. Such a provision makes no
However, consideration must be given to allowance for changing times and condi
the fact that this method of settling in tions existant at the future date of dis
surance proceeds is rigid in terms and tribution, which may be many years off.
may not fit the requirements of certain Twenty years after the husband’s death,
over-all estate plans. Therefore, the use of the needs and requirements of his chil
this method must be carefully coordinated dren may vary greatly. One child may
9

know how to conserve funds, whereas an
other may be a spendthrift.
The wife can be given the power, exer
cisable by her own will, to direct the man
ner in which her husband’s estate should
be distributed upon her death. In order
not to cause the principal of her hus
band’s estate to be taxed a second time in
her estate, the wife’s power should be
limited so that the wife may appoint the
principal only among her descendants, the
husband’s descendants and spouses of de
scendants. If desired, qualified charitable
organizations can also be included. If the

wife’s power is not so limited, then
whether she exercises it or not, the hus
band’s estate will be taxed a second time
in her estate.
Therefore, without running into a sec
ond estate tax, the wife can be placed in
a position to determine the best method
under which her husband’s estate should
operate for the protection of her children.
In other words, the wife, 20 years after
the husband’s death, would be in a better
position to determine the best disposition
of her husband’s estate than he was 20
vears earlier.

Reprinted by permission of Henry S. Koster, published in Trusts and Estates Magazine, November 1945.

WE ARE KNOWN BY THE COMPANY WE KEEP
By THOMAS W. BYRNES, C.P.A.

of his students of the past thirty years.
These young men have faced many em
barrassing situations in which refusal to
accede to demands, if no adequate solu
tion could be found, meant loss of remun
erative accounts. Among them, one is re
called where a treasurer issued to a bank
a statement of a close corporation.
Although the corporation’s independent
accountant conducted a monthly audit he
had not been asked to prepare or approve
the statement. The bank requested certifi
cation and the treasurer then referred the
matter to the auditor. Comparison of the
treasurer’s statement with the records
showed the omission of liabilities. The
client was an important one in its industry
and its account and influence meant much
to the young CPA, who now had to do
something. He could not certify the erron
eous statement, and to issue another of the
same date showing the omissions of the
treasurer was unthinkable. What to do?
Inasmuch as a month had passed since the
date of the statement in question, and as
the corporation closed its books monthly,
the affair was settled by informing the
bank that the auditor was then preparing
a later statement, which in due course was

There is an old saying “Birds of a
feather flock together.” The November
1944 issue of the New Jersey CPA Journal
contained a description of an incident
which although it possessed an element of
humor carried also a note of warning to
certified public accountants. The article
dealt with a CPA inquiry instituted by the
president of a large corporation. The re
port was very favorable to the accountant
until the last sentence which read “The
only breath of scandal is that lately he has
been seen in the company of a notorious
businessman of doubtful reputation.” The
implication is obvious.
Young practitioners setting up for them
selves are often flattered by the attentions
of apparently prosperous men of affairs.
Such notice may lead to disastrous con
sequences unless the favored ones are well
grounded in their standards of honesty
and business and professional ethics.
Temptations in the way of social recog
nition and fees too often lead a young
accountant to do things he may later
regret.

The writer has from time to time been
the recipient of confidences of numerous
10

